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indicates more dependence on debt. If a lower trend is followed
by under utilisation of fixed assets, it adversely affects the
financial stabilily cf a firm. This leads to greater depreciation
and interest which aifects solvency, liquidity and profitability.
This ratio directly affects many of the working capital ratios.

As the method of depreciation differs from firm to firm,
it is difficult to establish a standard ratio. Still, it gives an
idea of the owners' finances in relation to his fixed assets.

Net Worth / Net Sales

This ratio provides information as to the extent to
which the ret sales are backed by net worth. It can be
calculated by dividing net worth by net sales where net sales
are all cash and credit sales after deducting the sales returns.

Generally, the ratio is maintained around 1:2.13 A
declining trend indicates less and less net sales supported by
net worth which implies increasing burden of debt so that a
lower trend of the ratio indicates overtrading. Conversely, an
increasing trend in the ratio indicates undertrading. Overtrad-
ing and undertrading are two extremes because overtrading
burdens the firm by heavy debt which may lead to insolvency
whereas undertrading affects its profitability. Overtrading
is reasonable if the cost of borrowing is low or cash sales are
high. Otherwise, overtrading should be avoided if the firm
is unable to increase the amount of its net worth. If the
situation is one of undertrading, the firm should change its
sales policies or product-mix in order to increase its sales.
Any change in the ratio i.e., above or belcw. to the standard
affects the working capital, the debt position and the turnover
of assets. This ratio measures the owner's stake in the sales.

Long - Term Liabilities / Total Assets

This ratio measures the relationship between long-term
liabilities and total assets, that is to say, to what extent total
assets are financed by long-term liabilities can be ascertained
by it, A higher trend of the ratio indicates that more assets
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